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ABSTF ACT 

School finance refers* in the opinion of nany of 
those concerned* inplies a shift avay fros the local property tax as 
the sain source of revenue for the public schools. The inequities 
associated with property tax adninistration and the uneven 
distribution of property tax wealth within any given state have led 
to increasing concern about the visdos of relying on it as the basic 
source of revenue for the public schools. At thd same tise* it is not 
imsediately clear what conbination of tax instruiaents should be used 
to replace the revenue that would be lost if reliance on the property 
tax were significantly reduced. This publication is designed for 
legislators* particularly those elected in the Pall of 1974. 
(Author) 
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School finance reform, in the opinion of many of those 
concerned, implies a shift away from the local property tax 
as the main source of revenue for the public schools. The 
mequities associated with property tax administration and 
the uneven distribution of property tax wealth within any 
given vtate have led to increasing concern about the wisdom 
of relying on it as the basic source of revenue for the 
public schools. At the same time, it is not Immediately 
clear what combination of tax instruments should be used 
to replace the revenue that would be lost if reliance on the 
property tax were significantly reduced for the purpose of 
financing education. 

This publication is designed for legislators, particularly the 
new legislators elected in the fall of 1974. it provides 
information on state local revenue systems along with some 
current recommendations for change. The reader is urged to 
obtaifi more detailed and comprehensive information on tax 
matters, including those in the list of suggested readings 
iind the references cited throughout the text. 

The School Finance Project of the Education Commission 
of the States will be happy to provide additional assistance 
upon request. Please direct any inquiries you may have to: 

Carol Anderson, Research Associate 
School Finance Project 
Df^partment of Research and Information Services 
Education Commission of the States 
Suite 300, 1860 Lincoh} Street 
Denver. Colorado 80203 
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^chool Finance Rejormi 
'The wherewithals 



The (iemaiui for tax reform is one of the most 
unreientmg reahties of American political life. For most 
individuaLs, **tax reform** refers to changing the existing 
tax structure mto one that is more equitahle. It does not 
onimanly refer to the adjustments required by periods 
of mflation and'or recession, international crises, 
changes m taxpayer demands and collective bargaining 
agreements to list a few of the economic circumstances 
that cause federal, state and local officials to revise the 
tax structure or the rates of individual taxes. The fact 
that tht'se relatively frequent adjustments can lead to 
tax reform in the broader sense of the term^to a more 
equitable system of taxation— is often overlooked. 

In recent years the need for school finance reform has 
been made apparent by the courts and by taxpayers 
who have mcreasingly rebelled against the local property 
tax burden. The response in state after state has been to 
place ntore of the responsibility for financing education 
on state resourct^s, less on local property tax revenue. 
State budget surpluses and general revenue sharing funds 
from the federal government have allowed states to 
miTease their proportionate support of the public 
schools without mcreasmg state tax rates. 



If, lujwever, sihiH)! ftnan(*e reform in to takt* plai'r in 
Malfs thai ili} not have budget surpluM*s« and if it is to 
hf maintanuHl and expandtni in thosi* that have under- 
taken It. husu' adjustments in state-loeal levenue struc- 
tures will uuTeasingly iieeome necessary. The need for 
additional state resources to met»l the rapidly ({rowing 
costs of edu(*ation and to provide for a more equitable 
ilistnbution of edU(*ation resources within the state can 
be e\{HH*ted to increase if local property tax rates are to 
be held in check. This shift away from local resources 
towarci state resources' can be made to harmoni/e with 
the basic objedive of tax reform that is, to produce a 
more equitable tax structure at the state and local level. 

The Public The tax mstruments that provide government revenue 
Sector 4-an be des(Tibed in terms of tax bases. The three major 

tax basics are: 

« Ptf^fHrtv iiwnorship oi Luul, huiidings and improve- 
incuts, aiivi pcrMtiial posKcsKions. 

• Sdli\ a»nsuiiK'i purchases t>f guoUs and. occasionully. 
>oi\icos. {Selirfhv sales faxes arc those levied on a 
speciliv." product such as ^asolitre m tobacco, general 
sales taxes aio ihtise lovied unitbrmly on all purchases 
except Uu oxenqMcd items.) 

O hu t^me the wages :md earnings of individi als UUilMil- 
udl f'r pvrsonal meome taxes) and husinessi Worporate 
ifU i*me taxes). 



Ka4 h ty|H» of tax has its own administrative apfiaratus. 
Pn){H*rty values, for tax purposes, are determined by 
assessors. The tax rate is set by elected governing bodies 
and IS appiuHi to the as.se.s.sed value to establish the tax 
on each property. Sales taxes are calculateni on each sale 
by busuus.ses, t ollected from the consumer and remit- 
ttnl to the taxing agenc*y of .state or local government. 
Individual income taxes, normally withheld from |>ay- 

' It shouhi bt» nott*d that it ift also posHihlo tor localities to shift 
awav from the toral primrrty tax lo other local taxen for the 
fmaiuMn^ ot education ami that propertv taxes can he collected at 
the suwv le\el as well an at the local level. In fact, there are 
numerous Mdutioasanii partial solutions to school finance reform 
that are ctmsistent with the Koals of « t \ , \ form. Those described 
here are Mmply those that have typically been adopted by the 
Mtaten that have undertaken school finance* reform programs/ 
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t'htH'k* l»y employm. art- a of the annual 

(i«arninij9 of uutivuluaU ami, simitariy, loriH^ratc mi'tHm* 
taxes art* a |u»rf*MUaBo of huninoss earnings pau) dirertly 
by business to gi>venunent. 

(ieneraiiy speaking, the prmiucUvity of a given tax htXM- 
Is (ieternuned by the sue of the tax bast* and the tax 
rate. I'ht* pruduitivity of any tax van be changed by 
modifying either the si/.e of the tax base or the tax rate 
or both: 

ihc nuinhoi or ilciih iikIiuIiv) hi iho base. I'oi o\;in)pk*. 
i\w s.ik'Ni tax nia> W cxpaiutcil h\ iulJiii^ scivkon 
fsiivfi .i> .hliiiissioM tcos. lonial iiiul ropiUi soivicos. 
fosMUMfU .iiul hni.il mmnuos. poisoiiiU soivu'ON aiul M» 
\ 111 (cdiuod h\ oxoinptiiiii siU'li items as toiui aiul 

(Jl ia\ uiWs nia\ he ailfustovl iipN\aril to piovulo iic\\ 
lo^oiiuc of do\^nNvafii to prnsuio tax loliot. 

lu adilition, new taxes may be adopted. \\\ reeent years, 
for tAaniple, a nunibt»r of states have adopteci the 
individual ineome tax to obtain ad(iitional revenue as 
opposed to inrreasing the ratt*s on existing tax instru- 
ments. 

As \hv information in Table 1 inciieates, the major tax 
rollet tor i> tht» federal government, hi fiscal year Willi, 
taxfs al the fetiera! level amounted to more than SKJo 
billion, or r)S |H»r tent of all taxes eolleettnl, The 
indivulual inrome tax produces more revenue than any 
other Nin^if lax instrument, hi fiscal li>7!i it produced 
billion, or 12 per cent of ttital tax revenue. 

The fi^urcN m I'abk 1 illustrati* three basu* characteris- 
tio <»f tht» intergovernmental revenue systt*m: (I) tlu* 
inconu' tax (individual and corporattM is tht* mainstay of 
the federal government, TJl sales taxes are the major 
support of state governments and ( •*{) tht* property tax is 
tlte only siunifn ant sonrct» of n»vt»nue for local govt»rn- 

UHMltN 
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Table 1 

Estimatei of Federal State and Local Taxes by Maior Sources for Fiscal Year 1973 

(in millions of dollars) 



Individual 
Income 

Fmieidt $103,246 

iiHAi ?.406 

Totdi $121. ?40 (42%) 



Corporation 
Income 

$36,163 
5.426 

$41,678 (16%) 



$19,722 
3;,t23 
4.924 

$81,769 (22%) 



Property Other 

$ $ 6.372 

1.312 8.622 

43.970 1.731 

$46,283 (16%) $16,726 (6%) 



Total 

$166,493 (68%) 
68.069 (24%) 
63.032 (19%) 

$286,696 (100%) 



•S4tt-« ta««*^ inrtuar %aW%, Krt>& rvct^lpU mid custcuns revenue at (he federal level, genera! and selected sales tax re%enue 
Atiii Kn>«i rc^velpts at the state level, and sales tas revenue and Kmss receipts at the local level 

Stiune RCS <i«laptatli>n «*f l*.S. Bureau «>f the Census (fnvernmental Finances In I97 2»7S, p. 20. Thanks are due to Mr. 
was S. Myers Jr., senicir analyst. Advisory Commission cm Intentovernmental Relations, who was kind enough to forward 
thete figures, and those In Table 4 , to the author. 



If. ht)wi»wr, tlu' n»VTnu»» system is vu-wihI on a stato by- 
^Uiiv haMs, its imU'pench'nt systems, the pirturt^ 
changt'?!. in soitu* statrs tht* statv ('olUu ts the nutjority o( 
ta\ ri*v(Muu\ wlult' m nlhvr states locai governments 
ruiM* more than half of all state-local tax revenue (set* 
Tahle 2) 

Table 2 

State Taxes ai a Percentafe of State-Local Taxes. 1971-72 





80 t 




6?.& 


IUmoi$ 


52 5 






Tennraee 


622 


Miiioun 


51.9 






Pt/imsyiviinia 


61 5 


Cotoi ado 


50.9 




/57 




611 


Connecticut 


508 




/ftb 


Mhixie 1 planet 


60 4 


Kansas 


50 7 




?bb 


An/oiui 


60.2 


Imliana 


505 




74 / 




59.8 


Oregon 


50.2 




74 4 




696 


Montana 


49.7 




743 


Michigan 


59.2 


Massachusetts 


48.8 


Kentucky 


736 


Minnesota 


58.8 


New York 


48.4 




70 7 


Noith Ottkota 


58.1 


Ohio 


48.4 


At.i«ki) 


684 




57.4 


California 


47.9 


OkMhoiTia 


66 7 


Mdiy land 


57 2 


Nebraska 


46.2 




65 3 


Maine 


57.1 


South Dakota 


42.5 




648 


Navuila 


56.5 


NeM Hampshire 


42.2 




643 




55.2 


NeM Jersey 


39.8 


Ut.*h 


640 


Iowa 


53.1 







Souri'i* Advuorv I'oinmitsum on IiUerKovrrnmental Rrlations, Kederal- 
Sutfl.«u'A| Kinanrfs Kigmflrant Features of Ktsi'al Federalism, 1973^7*4 
e(litii>n« I'dbie A. p. 2. 

As Table l\ indu ates. all states receive revenue from sales 
taxes and froii) the finieral government. The individual 
nuoiue tax* however, provides little or no revenue in a 
number of states: (*onneeticut, Florida, Nevada, New 
Hampshire, New Jersey, South Dakota, Tennessee, 
I't^xas, \Vashni)^on and Wyoming. 

A number of interesting contrasts hetwwn states can be 
obs*»rved. For example, Florida and Wisconsin both 
receive approximately two thirds of their total revenue 
from the sources shown and both states rely on federal 
funds for approximately the same percentage of their 
total revenue iU>-20 per cent). However, in Florida, 
where the individual init)me tax is not used, the sales 
tax provides close to one-half of all state revenue, while 
in Wisconsin, approximately one-half (47 per cent) of 
total revenue is <*ontnbuteci by the sales and individual 
income tax rombmed. Reliance on sales taxes, then, is 
half as great m Wisconsin as in Florida. 
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Tabl«3 

Percentage of Total State Revenue Derived 
Prom Maior Soyrcet of Revenue. 1973 







Individual 


fttdetal 








Ineoina 


Qovernment 


Total 




33 


8 


29 


70 


Aiatka 


f> 


9 


40 


54 


A> If ofvi 


36 


9 


20 


64 




34 


9 


32 


76 


Cdlt'urnwi 


23 


12 


24 


59 


Cotord(k) 


?S 


t3 


28 


66 


Connectirul 


43 


3 


19 


6S 




14 


20 


20 


64 


f tot l(td 


48 




19 


67 


Cieoiyid 


36 


n 


30 


76 


Hawaii 


32 


16 


22 


70 


Idaho 


25 


12 


29 


66 


lllinoii 


33 


14 


26 


73 


Indiana 


38 


13 


21 


72 


lUWB 


28 


16 


20 


64 


Kantdt 


32 


10 


25 


67 


KanibCky 


33 


9 


28 


70 


Louitiand 


27 


6 


25 


S7 


Maine 


3S 


5 


27 


67 


Maryland 


28 


21 


21 


70 


Ma««achutatti 


30 


23 


23 


66 


Michigan 


27 


14 


21 


62 


Minnasoid 


26 


21 


21 


68 


Mitsinippi 


37 


6 


31 


73 


Mittoui I 


33 


IS 


25 


73 


Montana 


13 


IS 


33 


61 


Not)raslid 


33 


12 


25 


70 


Nevada 


37 


•• 


22 


88 


New Hampshire 


20 


2 


23 


4S 


New Jersey 


31 


1 


2? 


64 


New [yAe«ico 


30 


6 


29 


6S 


New York 


21 


20 


26 


67 


North Cdrolina 


30 


IS 


24 


68 


Noith Dakota 


27 


7 


27 


61 


Ohio 


29 


7 


17 


S3 


Okldhoma 


25 


7 


31 


63 


Oregon 


9 


20 


27 


66 


Pennsylvania 


29 


14 


18 


61 


Rho<t8 Island 


28 


10 


28 


66 


South Carolina 


35 


12 


24 


71 


South Dakota 


36 




36 


72 


Tennessee 


37 


« 
• 


28 


66 


Tenas 


38 




27 


68 


Utah 


26 


11 


29 


66 


Vermont 


23 


13 


29 


66 


VirqiniA 


77 


17 


22 


66 


Washing -on 


37 




23 


60 


West Virginia 


33 


7 


33 


73 


Wisconsin 


24 


23 


20 


67 


Wyoming 


27 




71 


61 



•Hd\e% ux p^rrentaKM Inchide general and selective salea and gross receipu 
User 



Siiurt'e ECS adaputums based cm U.S. Bureau of the Census. State 
rmvernment Financpt in X 97S, Table 7. pp. I 9-26. 
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E Juration Comnrs^ufn oj (he States 



other i'ontru'it'i uuiiuii* diffori'nces m i\v\m\iivi\vv un 
fiHit'nil fuiuh isw Ahutku mvl Ohio) atui depiMuienrt* im 
fvwiMit* MHirvvH other than thosu shown in the table. 
Whilt* Mimv states obtain 75 |H»r cent or muie of their 
total n»venne from the ^ouroen shown, other states 
liepencl oii these same n*wnue sources to a far lesser 
extent. In short, eaeh state has its own unique fiscal 
pattern as well as its own fiscal relationship with local 
units of i:overnment. 

Any tax bast> may simply grow or decline in response to Elasticity 

economic t^omiitions. In recessionary (H^riods, earnings 

ilecline with a resulting dechne in the productivity of 

the mconu" tax. Lower incomes tend to lead to fewer 

sales and. eventually, a decline in property values. As 

the major tax bases become smaller, so does the amount 

4)f revenue available to the government. Similarly, 

inflationary periods tend to lead to an expansion of the 

tax bases and to an increase in government revenue. 

The responsiveness of a tax base to economic conditions 
IS referred to its its etastuUty. The individual in(*ome tax 
responds imnuHtiately to changes in income and has, 
therefore, a high degree of elasticity Compared to the 
income tax, the property tax is fairly inelastic since 
changi*s m property values are .sekiom reflected imme- 
diately in a.ssessments. 

A balanced revenue structure has neiHi of both types of 
taxes. I'axes that respond qui(*kly to a decline in income 
automatically afford relief to taxpayers at times when it 
IS ni4)st neediHi. Inelastic taxes guarantee a fairly .stable 
source 4*f government n*venue regardle*ss of economic 
fluctuations. A diversified tax mix, therefore, allows 
government operations to function without undue 
interruption but leaves the level of government spending 
reasonably responsive to changing ea)nomic conditions 
and neinis. 
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Kach ty|H' of tax is vulnerable to criticism the income in Pursuit of 
tax (*an be evadini and has loopholes; the sales*, tax, Tax Equity 
particularly when it is levied on food and necessities, 
I'an bi» a heavy bunlen for the poor, the property tax is 
admuiLstratively i*ostly, typically plagueci by inequitable 
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a?».M»sNrm»ni pnu th r^. aiui run i luun an t«\trai)nlinary 

I ho sran h for tax t»tjuity is hasiui on siworal »!tnu»rally« 
hohi assumptions about tairnoHS in taxution: 

lol.invciv nMfo of thcwiMhhv taxpavors aiuuMl imoiuo 
Ilun ihi' pool t.jxpavoi N* If so. iho lax is lonNUioioil lo 
ho/>fMifrr\\/rr .nui ncoicn ///jif// on Iho cquH> scak' 

• /i/t \hifnnjis Wlio lOwiMVON ilio lux bill {muHu t) .iiui ulu> 
t»i.ill> p.i\s i( {miiJcnivY^ If iho nup.uM o! .1 tax>liftiMH 
liom !lN inchloitiT. ifio \A\ UMuls lobo shmod ti» 
thow ^\ho .irc tow ;iMo lo pi\ il. il i;uikN Anv in Ummis of 
oquifv 

• l ifuut htatfmni f»/ I quals When u lax UWs more 
hiMvilv (Ml one (axpayiM iluin jnoihoi, ovou ihiuigh Iho 
two uxpavers .no siinilaiK silualcd, iho lax is consul- 
cic^i mafUifuhlt* 

Si>mo oxamplfs aro in onlor. Tho imUvithml inn>mo tax 
Is i tmsulfrod projjrossuv if it taxos wealthy in<livi<luals 
ill il hifihvr m^' tiuin it (hH»s }H)or imlivuiuals. The 
fVdoral inromr tax. for oxampio. has a (jratiuatiHi rato 
strut turo. Although proj^v^'-^sivity is conHulonnl dosirahlo 
from \\\v staiul{Munt of inimty. it nin, if t'arrio<l to 
rxtriMuos, si»rvo as a ciisuucntivr lo earning www 
inoomiv Sovoroly graciuatiui inooino tax rates may also 
<Miooura«o tax evasion and requests from spet*ial interest 
groups for preferential treatment. 

Both ihr sales tax and the pro}H*rty lax are t*t)nsiiier(K{ 
regressive. Sinre a larger percentage of liie |K)or tax- 
payers ineome is required for eonsumption. as oppose<i 
to savings and investment, a larger pereentage of his or 
her nu'omr is paid in the form of sales taxes. (However, 
whfn food ami neeessities are exempted and serviees are 
taxiMl. regressivity is re<iu(*ed.) 

Two homes, viwh with the same assesstni value, will 
lUiUr the same property tax liahility regardless of the 
inroinf of their owners. Simv the pro)M'rty tax payment 
will require a larger pertvntage tif theamuial ineome of 




the poorer laxiiayer than il will of the wealthier 
taxpayer, the projHTty tax is eonnulerecl regressive. 

KeonomiHts engatje in a eontinuing eontrovmy over tax 
shifting and the meidenee of various tax measures. The 
argument over the ineidenee of the property tax is 
particularly heaie<J, To the extent that property tax 
payments ear he shifted from landlords to renters, the 
meidenee of the tax is unfavorahl^. The individual 
income tax is not easily shifted and, therefore, its 
impact coincides with its incidence. 

The individual income tax is generally considered to 
score well with respect to the ^'equal treatment of 
equals*' criterion. Two wage earners with the same 
number of dependents, same wages and so forth, will 
shoulder approximately the same tax burden. The 
prop««rty tax is least equitable in this regard. Property 
tax rates vary from one taxing jurisdiction to another so 
that two homeowners-each with property with the 
same assessed value- may have considerably different 
tax payments if they live in different taxing jurisdic- 
tions. 



It is evident that there is much fault to find with the The Courts, 
pro{)erty tax it is regressive, has a somewhat unfavor- The Schools 
able mcideiu-e and falls unevenly on similarly situated and Tax 
tax^myers. Furthermore, it is a costly tax. Kach local Reform 
taxing junsdiction must provide for the assessment, and 
periodic reassessment of rich parcel of land within its 
boundaries. If assessors are not adequately trained the 
results are assessment disparities, taxpayer appeals and 
lost revenue for the taxing jurisdiction. In general, it is 
in the larger taxing jurisdictions (large dties) that 
modem technology ami economies of scale have made 
possible efficient and professional property tax assess- 
ment and administration. 

Kor some projH*rty tax ills, remedies have been found. 
Many states now rebate part of all of the property tax 
payment made by elderly low-income homeowners (the 
cirvuit breaker approach), thereby reducing the regres- 
sive nature of the tax. Some state circuit breaker laws 
include l(»w-mcome renters, making the tax less regres- 
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"^ivf for a lar^jor !)unihor of ntJ/rns. Tlu* pnsent tromi to 
nnlmr tht» luinthtT of assivsMUf? junsdirtiojis pr<mu>tt>s 
>irfator fffuMeiuy tn pn){H>rty assossnu»tu adnuniMratuvi. 
rhe larm»r the assfssnu»nt junstlu'tion, the ureatt»r the 
<>p,u)rtu?uty to mauilain a pt»rmam»iu staff of profes- 
Hiiual assessors and to utih/.i* mcKiern <{ata processing 
tei'hruques aiui equipment. 

Vhv uneven diHtributuin of projit»rty tax wealth among 
taxing' jurisilk-tions remaitis a basic difficuUy, The 
existence of a shopping center or an industrial plant can 
easily spt>ll the diffennnv between inadequate local 
services and a well-financed local government. The 
ability of Uixpayers, then, to provide themselves with 
local st»rvii-es vanes from community to community. 

rhis inability of communities to provide the same level 
of si^rvices for a comparable tax effort is one of the 
most serious unmet criticisms of the local property tax. 

Variations in community wealth affect the level of 
resoun-es available to school districts and, therefore, are 
m tiirect conflict with the concept of equality of 
educational opjx>rtunity. State governments have for 
years useil state funds to ri^duce the gap in spending 
levels betwwn \K>or and wealthy s(*hool districts. 
According to the estimates of the National Kducation 
Association, 43 per cent of all revenues for the public 
schools m 1973-74 came from state governments.* A 
signifii-ant amount of state aid is di.stributed inversely to 
local wealth, serving to partially equalize the distribu- 
tion «>t resources for education. 

Kei-ent state school finance reforms represent a ix>nsid- 
erable effort on the part of those states to equalize the 
spending capacity of individual school districts. State 
reform efforts have taken two tacks. The first property 
tax relief and reform requires an increase in state aid to 
relieve the local property tax. It is usually accompanied 
by the imjwsition of a tax ceiling at the local level 
designed to hold education spending levels down in 
wealthy distri(*ts while poorer districts catch up. 

^Fmancuii Status i^f thr hihhc SvhottlH. 1971 (Washington. DX\: 
Nalumal Kdiacalion AHAoriation) p. 4. 

lult4<\it}on (*ommtsxu>n ot rhv Sratas 



Prt>ivrty tax reform, at a minimum, moiudes the circuit 
breaker appri)ai h to redut iiig the tax liabihty of elderly, 
low-iruxime individuals. In Maryland, Mame and Mon- 
tana, property tax reform mduden the state takeover of 
the asMssment function. 



rhe second approach is ••district power equahzing*'^ 
Under thin plan, the state guarantees that a given tax 
rate will generate a specified level of revenue per mil! 
regardless of the size of the pro()erty tax base. Poor 
districts are thus giuirantetni a reasonable tax yield for a 
reasonable tax effort, in most states, if the district tax 
base is large enough to produce more than the state has 
guaranteiHi, the district is allowed to retain the excess 
and, therefore^ districts of this type continue to huve an 
advantage. 

These approaches usually require a greater expenditure 
of state funds for education. States that have under- 
taken school finamv reform recently have used the yield 
from the automatic growth in their taxes, accumulated 
surpluses and general revenue sharing payments rather 
than higher tax rates or new state tax enactments. 

If the problem were simply that of raising more money Some 

for eiiucation« the answer might be to adopt measures Qutdelinas 

designed to expand local taxing powers. Over half of the 

states have adopted piggyback taxes (where a local tax 

rate is simply added on to an existing state levy) of one 

kind or another. These measures permit localities to 

diversify their tax base as well as to raise additional 

revenue. However, local piggybacking on state sales and 

income taxes will not result in greater equity since 

neither the sales or income tax base are distributed 

evenly among school districts. 

In order to achieve a greater degree of equity, then, the 
state must assume additional responsibility for the 
raising and distribution of education revenue. The 
Advisory Commission on Intergovernmental Relations 
(A('IK) has recommended that state governments, as a 

^ A hypothetical example of district power equalizing appears in 
School Finance Reform The W'hyn and Wherefores by the author 
(Denver, Colo Education CommWion of the States, 1975) p. 10. 
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hitsu' DhjtM tivt* of loii^ rango state* toral fiscal fioliry, 
ushiuiu* substantially all rt'sponsjhihty for financing the 
hnal si'hools * It has also provided guUlolint»s for 
iicvcloptng a high quality stato-loral fisrnl system: 

I peisoiul uu'oino tax. iii tho intoiOHt oi grcutet 
tj\|>a>ei equny «iiui greater tiscai respiiiisivencss ti» 
e(.oi)oinu' fluctuations, stuutid he the !!ia)oi state tax 
iruSnuneiU capable ot'pi«uiucin)< 2S per cent i»l all state 
leveiuie 



^ the general sates tax. with exeinptu)iis iiu tiuid and 
diu>!s. %i)outd he the iUhei inajiu tax instrument, 
pioviding hetx^een 20 and ^5 per cent of all Htato-locai 
revenue, it sfuuild be hritadened \o include services, 
uhich become increasingly impi)rtant as income in- 
creases. \o reduce its regressivity. 

V The liual pri^peity tax should continue to serve as the 
major tax mstrument ol" local governments. Appropriate 
provision should he made to guarantee uniformity in 
avsessment practices, and a circuit breaker should he 
financed by the state to reduce the regressivity of the 
tax It should be capable of providing 20 to percent 
of all state-local revenue. 



Thest* recommendations would result in a state-local tax 
system that is stable* yet flexible. School finan(?e, as a 
state responsibility, could be fashioned to meet the 
equity criteria establishcHi in state constitutions and by 
the I'ourts. 



Dunng recent years an increasing number of states have 
adopted or expanded the use of the individual income 
tax. .\s Table 4 shows, in 1961 this source of revenue 
produced 7 per cent of all state-local revenue. In 1973 it 
was producing 15 t>er cent of total state-local revenue. 
During the same period reliance on the local property 
tax declined from 45 to 37 per cent. The use of sales 
taxes remained relatively stable, rising slightly from 32 



^ Fetit'rai Stah' LtH'Ql Finances Siifnificant Features of Fiscal 
Federalism. 1973-74 edition (Washington, D.C: Advisory Com- 
miHftion on Intprf{overnmentai Relations) pp. 1-4. 
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ptT i ftu ti) ;{.") ptT itM\t. As ruble ;j lUustrateii, however, 
the n|{ure!« f(ir nuiivuiual states show a wide rani{e. 

I he (h\ersity that dt)es exist is not, of eourse, likely to 
way lo any idt^ahml revenue system. Some states 
i*n)oy advantages that others do not share. For example, 
.>tatt»s may t^htam signifieant revenue from severance 
tuM's (taxes levied on the extraction of natural re- 
sounesr In some states thosi* with large-seale tourism 
for example mueh of the tax burden is exported (paid 
by residents of other states^ Then too, constitutional 
provisions often shape the devt»lopment of the revenue 
system. I'he individual income tax, for example, is 
uni*onstituiii)nai in Florida, Tennessee and Washington. 

lax systems, then, must be adjusted in accordance with 
the uniquely diffennU circumstances that exist in each 
state and m accordance w ith state constitutional provi- 
sions. The pnnciptes of revenue theory discussed earlier 

Table 4 

Mator Sources of State-Local Revenue, 1961-1973 
(m millions of dollars) 



Proiierty Sales* Total 

{ Local ) (State- Local ) Revenue 

Per Per 

Amount Cent Amount Cent (State^LocaU 



Individual 
Income 
(State Local) 
Per 

Amount Cent 



1^)61 


$ 2.613 


7 


$17.3/0 


n>62 


3.037 


7 


18.414 


196 J 


3 ?67 


7 


19.145 


1964 


3791 


8 


20.519 


l»>65 


4.090 


8 


21.817 


1^)66 


4.760 


8 


23.836 


U)6; 


51.825 


10 


25.186 


l»)68 


7.308 


1 1 


26.835 


l«)69 


8.908 


12 


29.692 


19 70 


10.813 


12 


32.963 


19/1 


11.900 


13 


36726 


19/2 


15.237 


14 


427 33 


19/3 


1 7.991 


15 


45.283 



45 


$12,463 


32 


$ 38.861 


44 


13.494 


32 


41.554 


43 


14.427 


33 


44.014 


43 


15.763 


33 


47.785 


43 


17.118 


33 


51.243 


42 


19.085 


34 


56.647 


41 


20.531 


34 


61.000 


40 


22.911 


34 


67.572 


39 


26.520 


35 


76.712 


38 


30.322 


35 


86795 


39 


33.232 


35 


94.975 


39 


37.488 


34 


108.801 


37 


42.047 


35 


121.102 



*Sali>i td«r« include K^neral and iielpctril salps and ^tons receipts at the 
iui(«> tevt>l« and inlet and grn%% receipts at the local leveL 

Stturre FCS adaptatmn hasrd tin Advisciry Ctimmissicin on Intergovem- 
meritaJ Relattons, Fecieral-State-Li>cal Finances: Significant Features of 
Fi.wal Fedfralism, 1973':4 edttmn, pp. 7-S, and l',8. Bureau of the Census 
Cti»%ernmenUl Finances in 1 973-7 3. p. t ft. 
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and thf riM-omnioniiatioiis of the Advisory Commission 
oil h'.ti«ri;ovfnim<'ntai Rolattons nmy hvlp to spHI tlu» 
liiftVriMur btawtH'n ramiom adjust numts of the tax 
syntiMU and rhai^cs that result in a more e(}uitable 
system that is, m tax reform. 

One Lcist ! o most legislators, s(*hool fitianee refornt represents a 
Word romplex m*X of related problems. At the heart of the 

matter lies the rather elusive goal of ''equalizing 
edurational opiKirtunity/" Other state efforts those for 
children who an\ for some reason or another, tniuea- 
tionally disadvantaged have the same ohjeetive. Sehool 
finamv reform is just one facet (although an important 
one> of restructuring the education system into one that 
IS more equitable and more res(>onsive to the needs of 
the children and parents it serves. 

The hiu-monumg of the related goals of school finance 
reform and tax reform is apt to be overlooked as 
legislatures deal with school finance as an educational 
(*oni>*rn and tax reform as an aspect of fiscal manage- 
ment, ('••rtainly one of the major challenges facing state 
legislatures today is that of dealing with these two major 
resp(»nsibilities in a unified and purposeful manner. 
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